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4 Stored-Value and Prepaid Debit Cards (DCL GEN 05-16) )

A stored-value card is a prepaid debit card that can be used to withdraw cash from an automated teller machine (ATM) or to purchase goods from
a merchant. We distinguish a stored-value card from a traditional debit card in this discussion by defining a stored-value card as not being linked
to a checking or savings account.

Typically, a school enters into an agreement with a bank under which the bank issues stored-value cards directly to students identified by the
school. In a payroll or credit balance transaction, the school electronically transfers funds to the bank on behalf of a student and the bank makes
those funds available to the student by increasing the value of the card. Since the funds are transferred from the school’s account to the bank, so
long as the school cannot recall those funds to pay other charges for the student without the student’s written permission, the transaction would
be equivalent to paying the funds directly to the student.

Under the following conditions, a school may use stored-value cards as a way to make direct payments to students (such as credit balances and
Federal Work Study (FWS) wages).

1. Aschool must obtaina student’s authorization to use a 6. Inorder for the disbursements to the stored-value card to
stored-value card for paying credit balances or FWS wages, be treated as payments made to a student, a school cannot
in the same way a school must obtain authorization before make any claims against the funds on the card without the
making an electronic funds transfer to a student’s checking written permission of the student, except to correct an error
account. in transferring the funds to the bank under existing banking

2. Thevalue of the card must be convertible to cash (e.g., a Fules.
student must be able to use it at an ATM to make a cash 7. Since the stored-value card is being set up to dishurse
withdrawal). In some cases, the cards are branded with the Federal Student Aid funds to a student, the account should
VISA or MasterCard logo, so the card may also be used to not be marketed or portrayed as a credit card account and
buy goods and services. We would not expect a school to should not be structured to be converted into a credit card
limit the use of the card to specific vendors. at any time after it is issued.

3. Astudent should not incur any fees for using the card to
withdraw the disbursement over a reasonable period of
time.

A bank may wish to use its relationship with a student to
offer other banking services such as checking accounts, sav-
ings accounts, or credit cards, but those should not link to

[t would appear to be reasonable for an issuing bank to al- the stored-value card account.

low ATM withdrawals from it to be free, or to provide several 8. Aschool must inform a student of any terms and conditions
free withdrawals per month. So long as ATMs from the is- associated with accepting and using the stored-value card.
suing bank are conveniently located for a student, it would
also appear to be reasonable for a fee to be charged if the
student chooses to use an ATM that is not affiliated with the
issuing bank.

9. Aschool must ensure that its stored-value card process
meets all requlatory time frames. (For example, a student
must have access via the card to any credit balance within
the 14-day time frames in 34 CFR 668.164, or to any FWS

4. Astudent should not be charged by either a school or the wages at least once per month.)’
affiliated bank for issuing a stored-value card, but it would
be reasonable if a student was charged for a replacement
card.

10.  Astudent’s access to the funds on the stored-value card
should not be conditioned upon the student’s continued
enrollment, academic status or financial standing with the

5. Inorder to minimize any risks with disbursing funds to a institution.
stored-value card account set up for a student, the account
at the bank must be Federal Deposit Insurance Corporation
(FDIC) insured. This means that there has to be an individual
account for each student that is FDIC insured.

1. Ifaschool fails to obtain a student’s authorization, the school must have an alternative means of ensuring the student has access to
k his or her FSA credit balance within the time allowed by regulations, and at no cost to the student. )
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